PHI LI PPI NES ECONOM C WRAP- UP
DECEMBER 09- 15, 2000

Key Phili ppine econom c indicators, such as the val ue of
the peso and the stock market, continue to reflect a

"wai t - and-see" attitude as investors observe the progress
of the inpeachnent trial of Philippine President Joseph
Estrada. Interest rates also reflect this attitude, but
al so take into account the government's growi ng fisca

i nbal ance. The non-performng | oan ratio of commerci al
banks i nproved sonmewhat in Cctober, reflecting renewed

| oan growth (but all indications suggest the upward trend
will resunme). A regional trial court has reversed a

deci sion by the National Tel ecommuni cati ons Conm ssion

t hat woul d have favored consuners with | ower nobile phone
rates. And new car sales, which had grown steadily for
much of the year, sank sharply in Novenber, |eading
industry | eaders to rethink their outl ook for 2001.

Readers should note that we will publish the "Wap-Up" on
Decenber 22; we will not publish the "Wap-Up" on Friday,
Decenber 29.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our Cctober Economi c Qutl ook, which is also avail able
on our web site.
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| ndustry Reps Believe Political Crisis Hurts Car Sales

Forei gn exchange traders can't seemto decide if they
want P50/ US$ to be a ceiling or a floor, as the

bel eaguered currency continues to hover near that |evel.
On relatively light trading, the peso floated bel ow t hat

| evel for nmuch of the week, but on Thursday traded just
above it for the entire session. Mst observers continue
to agree that the currency's value will continue to
reflect sentinment regarding events in President Estrada's
i npeachnent trial rather than econom c fundanmentals; so
far there have been no major bonbshells in the trial (and
no maj or shocks to the peso). Overall, the peso ended

t he week at P50.03/US$; the close on Decenber 8 was
P50. 05/ US$.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
NOV 06 48. 895 48. 050 133.5
07 48. 911 49. 250 133.5
08 50. 189 50. 100 154. 5
09 50. 414 49. 950 185.8
10 49. 661 50. 200 166. 0
NOV 13 50. 314 50. 350 125.5
14 49. 885 49. 830 93.5
15 49. 717 49. 800 65.5
16 49. 904 49. 890 124. 4
17 49. 915 49. 860 79.5
NOV 20 49. 834 49. 815 68. 1
21 49. 554 49. 490 97.0

22 49. 465 49. 120 156.7



23 49. 151 49. 380 113.2
24 49. 544 49. 930 131.5
NOV 27 49. 440 49. 410 150. 0
28 49, 393 49. 520 93.1
29 49. 590 49. 630 174. 4
30 Mar ket s C osed

DEC 01 49, 667 49. 560 142.0
DEC 04 49,471 49. 475 130. 8
05 49. 565 49, 585 84.7
06 49, 832 50. 050 70.0
07 50. 273 50. 210 122.6
08 50. 108 50. 050 92.0
DEC 11 49, 949 49, 945 68. 4
12 49. 856 49, 850 37.5
13 49. 930 49, 978 52.5
14 50. 071 50. 085 114. 1
15 50. 050 50. 030 86. 6

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Raf ael Buenaventura, CGovernor of the Bangko Sentral ng
Pilipinas (BSP, the central bank), told reporters this
week that the BSP' s policy-nmaki ng Monetary Board had
ruled out a reduction in liquidity reserves through the
end of 2000, but that a cut was likely in early January.
The liquidity reserve requirenent, the anmount of cash
banks are required to hold in the vaults agai nst

deposits, was hiked to 16%total in COctober as the
central bank struggled to curb specul ati on agai nst the
Philippine peso. A cut in liquidity reserve requirenents
woul d conpl enent ot her noves by the BSP to ease interest
rates. Buenaventura, however, previewed a further
reduction in overnight rates. As the week cl osed,
reporters at the BSP said that the policy-nmaking Mnetary
Board had deci ded to reduce overni ght rates by another 50
basis points effective Decenber 18 (to 13.5% for
borrowi ng and 15. 75% for lending). This brings the
partial rollback over the past three weeks to 150 basis



points, followi ng the Monetary Board’'s decision to hike
overni ght rates by 400 basis points in Cctober.

At the regularly scheduled T-Bill auction on Mnday,
December 11, rates on shorter-terminstrunments conti nued

to fall. Rates on the 91-day bill fell a full 49.1 basis
points (to 13.702%, on a full award of P1 billion. The
rates on the 182-day bill also sank, but far |ess

dramatically; a 1.3 basis point decline say the rate
settle at 15.277% The 364-day bill resisted the
downward trend, however, rising 14.4 basis points to
15.579% Deputy Treasurer Eduardo Mendi ol a reported that
the auction commttee had only made a partial award of
364-day bills (P720 mllion of P1.5 billion on offer) to
prevent further steepening of the yield curve. At the
auction of 7-year treasury bonds on Decenber 12, rates on
those instrunents also rose to 17.25% the |ast auction
of the 7-year bond on Septenber 19 saw rates set at
14.5% The steepening of the yield curve reflects market
expectations of continued political instability; it also
takes into account expectations of expanded gover nnent
borrowi ng needs to finance its ballooning deficit.

Auction Date 91 days 182 days 364 days
NOV 06 16. 723 17. 229 17. 389
NOV 13 16. 292 17.022 16. 863
NOV 20 15. 637 15. 749 15. 977
NOV 27 14. 806 15. 168 15. 235
DEC 04 14. 193 15. 290 15. 435
DEC 11 13. 702 15. 277 15. 579

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmercial Banks

NOV 09 18. 5480 14.50 - 21.172
NOV 16 18. 6764 14.50 - 21.50



NOV 23 18. 4160 14. 50 - 21. 367

NOV 29 18. 2152 14.50 - 21.00
DEC 07 17. 5226 14.50 - 20. 806
DEC 13 17. 2705 14. 50 — 20. 097

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

The Philippine stock market remains listless as traders
and investors pay nore attention to the ongoi ng

i npeachnent saga than to stock prices. Trading vol unes
were again very small, with the near-termceiling of 1400
holding firmfor the 33-share Philippine Stock |Index
(PHISIX). Only a few traders braved the waters to
cherry-pi ck anong the bl ue-chips, hel ping to support
prices. Overall, the PH SI X ended the week at 1403. 39;

t he Decenber 8 cl ose was 1400. 36.

Phi |'i ppi ne Stock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
NOV 06 1500. 10 3840
07 1512. 58 2084
08 1478. 42 1768
09 1488. 79 1006
10 1488. 95 857
NOV 13 1455. 94 695
14 1469. 58 724
15 1469. 20 3703
16 1468. 44 2371
17 1470. 52 2531
NOV 20 1465. 10 2496
21 1449. 00 757
22 1456. 65 498
23 1447. 74 599

24 1442. 27 599



NOV 27 1434. 25 448

28 1418. 04 655
29 1404. 83 695
30 Mar ket s C osed

DEC 01 1386. 25 1100
DEC 04 1381. 83 561
05 1381. 23 551
06 1393. 29 599
07 1390. 67 504
08 1400. 36 623
DEC 11 1393. 71 754
12 1398. 15 904
13 1395. 20 286
14 1398. 87 574
15 1403. 39 396

Source: Philippine Stock Exchange

OCTOBER S NON- PERFORM NG LOAN RATI O AT 15. 56%

The non-performng |loan (NPL) ratio of the Philippine
commerci al banking system declined from 15. 73% as of

Sept enber (the highest since the Asian crisis) to 15.56%
as of COctober. The overall NPL |level (up by 2.9%or P7.1
billion nonth-on-nonth) inched up for a tenth consecutive
mont h, but the comrerci al banking systems 4% (P63. 4
billion) |oan expansion outpaced NPL growth. October’s
aggregate | oan portfolio represented an 8. 7% expansi on
year-on-year -- relatively high by previous nonths
standards partly because bank credits contracted nonth-
on-nonth (by 3.7%or P56.7 billion) during 1999's
conparabl e period. During the nine-nonth period prior to
Cct ober, year-on-year | oan growh averaged barely 2%

hi ghest at 3.7%in July. Relative to end-1999, |oans as
of COct ober 2000 were up 3%

Loan expansi on has slowed in recent nonths, reflecting
sl ower econom c growt h, higher donestic interest rates,
and both political and econom c uncertainties. Bankers
doubt that NPL |levels and NPL ratios have peaked. The



banki ng system al so continues to grapple with a rising
portfolio of foreclosed assets which, as of October, had
expanded by 21.6% (P21.3 billion) fromthe end of 1999.

Cct Sep Cct
2000 2000 1999

Total Loan Portfolio (TLP) a/ 1,631.1 1,567.7 1,500.4
Non- Per form ng Loans (NPL) 253.7 246. 7 217.6
Loan Loss Reserves (LLR) 105.5 104.5 78. 2
Restructured Loans (RL) 85.8 83.2 67.9
For ecl osed Assets (FA) 119.6 115.9 80.9
Non- Perform ng Assets (NPA) 373.3 362.6 298.5
Total Assets (TA) 2,956.9 2,822.7 2,591.2
Ratios (In %

NPL/ TLP (NPL Rati 0) 15. 56 15.73 14. 50
RL/ TLP 17. 47 17. 54 16. 23
LLR/ NPL 41. 59 42. 35 35.93
LLR/ TLP 6. 47 6. 66 5.21
FA/ TA 4.16 4.23 3.18
NPA/ TA 12. 63 12. 84 11.52

a/ Includes interbank | oans

Source: Bangko Sentral ng Pilipinas

COURT ORDER FAVORS MOBI LE PHONE SERVI CE PROVI DERS

The Quezon City Regional Trial Court (RTC) has issued an
order preventing the National Tel ecommuni cations

Comm ssion (NTC) fromenforcing a revised billing schene
whi ch woul d have substantially cut nobile phone rates.

A obe Tel ecom and Smart Communi cations, the Philippines
| eadi ng nobil e phone service providers, have strongly
opposed NTC Menorandum G rcul ar 13-6-2000 (Cct 13
Weekly). d obe and Smart have said the new billing



schene could not be pursued unless interconnection
agreenents are |likew se nodified. d obe and Snart
asserted that the new pulse billing system (from one

m nute per pulse to six seconds per pulse) would result
i n unnecessary and serious |osses to cell phone service
providers (estimated at $150 million per provider
annually) . The original nenorandum had al so said that
nmobi | e service providers could not collect on tel ephone
bills that were delivered late, but the RTC agreed with
that the NTC has no right to order forfeiture of a
subscriber’s bill. Wile the Quezon Gty RTC admts the
NTC i s a quasi-judicial body, the Court ruled that the
NTC may not resort to “virtual confiscation of property
W t hout just conpensation”, and hence, the NTC may not
inplement its circul ar.

NOVEMBER CAR SALES FELL 25%

The autonotive industry’s recovery trend this year,
averagi ng 20% nont hly through Septenber, shifted into
reverse in Novenber. The Chanber of Autonotive

Manuf acturers of the Philippines, Inc. (CAMPI) reported
t hat passenger car sales fell 25% nonth-on-nonth to 1,682
units, from2,252 units in October. Cumulative Jan-
Novenber car sales totaled just 27,218 units, up by a
single-digit 9% fromthe sane period a year ago. CAWI
projects a continuing slunp in car sales, given a higher
interest rates on new car |loans and a 15-20% price

i ncrease on al nost all brands and nodels, fueled by a
weaker peso. Industry analysts believe that due to the
econom ¢ sl owmdown car buyers are shifting preferences,
from expensi ve new | ocal | y assenbl ed nodel s to cheaper

i nported used cars.

| NDUSTRY REPS BELI EVE POLI TI CAL CRI SI' S HURTS CAR SALES

In a nedia interviewwth top marketing officials in the
i ndustry, five hinted that the uncertainty caused by the
current political crisis involving the President is
hurting the autonotive industry. Honda s Arnel Doria
sees the industry as highly susceptible to foreign
exchange fluctuations, given its present |evel of



devel opnent and dependence on inports of nmajor
conponents. Ford Mdtor’s Sadi Sagui sag believes that car
and especially fleet buyers have adopted a wait-and-see
attitude, and added that the political crisis could be
one of the causes of this sales slunp. M tsubish

Motor’s first vice president for marketing has remarked
that the sudden Novenber sales slunp (in a seasonally

hi gh-sale nmonth) is primarily a direct effect of
increased interest rates. CAWPI’'s executive director
summed it all up with this outlook for 2001: the
weakeni ng mar ket, aggravated by an expandi ng sense of
uncertainty due to the political crisis, is causing the
industry to be nore conservative in its business planning
for the com ng year.



